ABSTRACT
INTRODUCTION
arsha Anderson jumped with joy when she heard the news. 1 Her daughter had won the lottery. It was not a typical lottery, but an -education lottery.‖ Her daughter, Cathy, had applied to be a 7th-grader at Northland Preparatory Academy (NPA), a 7th through 12th grade college-preparatory charter school located in Flagstaff, Arizona. After the application period had closed, the names of 105 applicants were placed in a lottery. The school had spaces for only 75 new 7 th graders. -We numbered the kids' files and pulled names out of a hat essentially,‖ said the jubilant principal Bill Johnson, to a local newspaper reporter. Cathy's name was the third name chosen.
Bill thought back on the conversation. Several of his teachers had told him that students had complained about the lack of fine arts and other extracurricular activities in the upper grades. Bill's own enrollment numbers showed that almost one-third of NPA students moving from middle school to high school had left the school. Clearly, Marsha Anderson was not just a lone wolf who had something to fuss about. Instead, she was like the tip of an iceberg of a much bigger problem. The overall enrollment growth for the last eight years, starting when the school began in 97-98, is shown in Table 1 . It was not just fine arts and after-school extracurricular activities that were being impacted by the enrollment decline. Bill realized that the decline of high school students meant that some advanced placement classes pertinent to a college preparatory curriculum could not be offered due to insufficient demand. He contemplated the questions that he needed to bring to his school board. We may need to expand the school. Should we? How do we finance any expansion if we decide it is appropriate?
NPA'S HISTORY
NPA represented a wave of educational choices which had emerged in the United States in the late 1990s. Education reformers were concerned about catering to thousands of students using only the traditional framework of the big public school environment. As part of the -school choice‖ movement the charter school materialized as an innovative alternative. A charter school was a school that had been -chartered‖ for a specific reason. It typically had a much smaller enrollment, as compared to a traditional school, and often had a specialized mission. NPA was chartered to prepare students for college. As a public charter school, NPA received its' funding from the State on a per capita student basis only. This meant that while Bill Johnson and his school board counted on money from the State for the school's day-to-day operations, the State provided no additional funds for buildings and equipment. NPA was fully accredited by the North Central Association, the same organization that accredited the local public schools. The school's mission statement was as follows:
Northland Preparatory Academy will provide a coordinated, individualized program of study that promotes academic excellence and provides educational opportunities for serious secondary students, regardless of gender, ethnic origin, economic status or academic ability.
The school accepted children without regard to academic abilities. However, the school's learning environment provided its mostly college-bound students with rigorous advanced placement courses in English, mathematics, and the sciences. To promote the school's reputation for academic rigor, all entering 7 th -graders were required to take Latin as a foreign language.
As Principal Bill Johnson thought back about the last school year, his mood turned from gloomy to excited anticipation. What a whirlwind of progress it had been for NPA! Previously, the school was housed in rented facilities and temporary trailers. Now, NPA had successfully purchased, renovated, and moved into a new facility, a 20,000 square foot building purchased from the W. L. Gore Corporation at a cost of $1,440,000, with an additional $170,000 spent by NPA to remodel the building. The school board had a budget and expectations with respect to estimated enrollment projections, but the school lacked a strategic plan. In 2004-05 the school's enrollment was 296 students. Table 2 shows the 2004-05 budget and Table 3 illustrates the cost of the existing bank loan. NPA had an existing loan of $1,367,000 from 6/30/03 amortized for 20 years at 5.12 percent. Payments were made monthly. The loan was amortized over 20 years, but the loan must be refinanced in April, 2009. Bill decided that he needed to clarify the impetus for expansion. After talking to parents and a few board members, Bill jotted down the following concepts:
Expansion is needed because NPA's parents and Board of Directors have a desire for additional programs in fine arts and music. 2.
NPA's parents and Board of Directors desire a gymnasium for extra curriculum activities, athletics, and related programs.
3.
As a function of points #1 and #2 above, the expansion would help with NPA's retention problem at the high school level. A corollary aspect of retaining more high school students would be that NPA could then offer more advanced placement classes.
THE EXPANSION CONTROVERSY
Shortly after the September meeting, Bill Johnson, at the urging of the Chairman of the school board, obtained cost estimates from a contractor. Building a gymnasium and fine arts wing would cost about three million dollars. Six hundred thousand dollars could be obtained through fund-raising activities; however, at least another $2,376,000 would have to be borrowed. Borrowing such an amount would raise the school's total debt load to about $3.8 million. The Treasurer informed Bill that the school had two available financing options. NPA could take out a new conventional bank loan or alternatively, obtain bond financing. Table 4 provides information on the loan options.
Before the October 2004 Board meeting, Bill Johnson is asked by the chairman of the school board to prepare projected financial statements and cash flow forecasting statements for the next three years. Some of the key assumptions needed to prepare projected financial statements are listed in Tables 5 and 6 . A new bank loan would be $2,376,000; amortized for 20 years at 5.45 percent. It would begin on 6/30/05. Payments would be made monthly. The new bank loan must be refinanced in April, 2009, in conjunction with the existing loan. In addition, the school would have to pay $24,000 in origination fees (which must be paid up front from current operational funds).
Option 2: Bond Financing
A new bond would be $4,087,000 beginning 6/30/05, including $320,000 in transaction fees. The transaction fees would not be paid up front, but would be included in the $4,087,000 bond. The total amount borrowed would be $4,087,000. The new bond would pay off the existing bank loan on which $1,367,000 is owed. There would be a $60,000 prepayment penalty on the existing loan. The bond amortization period would be 20 years. The bond interest rate would be at 7.36 percent. This interest rate of 7.36% was a fixed rate for the entire life of the bond.
The $4,087,000 net amount to be borrowed from a bond offering was calculated by the NPA Treasurer as follows: $ 1,367,000 old loan 2,400,000 new loan plus cost of origination fees 320,000 transaction fees on bonds $ 4,087,000 total amount to be borrowed 
